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Referendum
Background Information on a 
Proposed Amendment to the 
AICPA Bylaws
January 29, 1987
Mail Ballot of AICPA Membership 
on Proposed Bylaw Amendment
to require that any member engaged in the 
practice of public accounting as a proprie­
tor, partner, or shareholder of a firm auditing 
one or more SEC clients as defined by Coun­
cil may retain membership in the Institute 
only if that firm is a member of the SEC Prac­
tice Section.
THE GOVERNING COUNCIL 
RECOMMENDS THAT MEMBERS VOTE 
IN FAVOR OF THIS PROPOSAL
A I C P A 1 0 0 
A CENTURY OF PROGRESS 
IN ACCOUNTING 
1887 1987
American Institute of Certified Public Accountants

INTRODUCTION
The Institute’s governing Council has authorized 
a referendum on a proposed bylaw change rec­
ommended for adoption by the Board of Direc­
tors and the Council. The bylaws provide that 
such amendments be submitted to all members 
of the Institute for a vote by mail ballot ninety or 
more days after Council authorization of the ref­
erendum.
This booklet presents a background statement, 
the text of the proposal, and the arguments for 
and against the proposal expressed in Council 
discussion.
To become effective, the amendment must be 
approved by two thirds of the members voting. 
Your ballot will be valid and counted only if 
received by March 30, 1987. Votes will be secret, 
but can be counted only if the identification cer­
tificate (on the back of the return envelope) is 
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• In October 1983, the Special Committee on 
Standards of Professional Conduct for Certi­
fied Public Accountants (the Anderson Com­
mittee) was appointed to consider the chang­
ing economic, social, legal, and regulatory 
conditions in today’s environment and the 
impact of those changes on members and on 
the Institute.
• Following an exhaustive study, the Anderson 
Committee issued its report in the Spring of 
1986, and the Council authorized its broad dis­
tribution to the membership for comment.
• The Board of Directors authorized appoint­
ment of a special committee to develop a plan 
to implement the Anderson Committee’s rec­
ommendations.
• Many of the proposals require bylaw changes 
that must be voted on by the membership.
Proposals
Principal among the Committee’s recommenda­
tions are a substantial recasting of the Code of 
Professional Ethics, mandatory continuing pro­
fessional education for all members, required 
participation by members in public practice in a 
quality review program, and adoption of a post­
baccalaureate education requirement as a condi­
tion of AICPA membership by the year 2000.
Segmentation
The Anderson Committee prepared its report as 
a series of interrelated recommendations, but 
recognized that it could be presented in such a 
way that members could vote on individual seg­
ments. In analyzing the report’s proposals, the 
Implementation Committee identified the pro­
posal relating to mandatory SEC Practice Sec­
tion (SECPS) membership as one that could be 
acted on now, rather than await further develop­




The Implementation Committee recommended 
that the Board of Directors seek authorization at 
the October 1986 Council meeting for a mail bal­
lot to amend the bylaws to require that “a mem­
ber engaged in the practice of public accounting 
as a proprietor, partner, or shareholder of a firm 
auditing one or more SEC clients as defined 
by Council may retain membership in the Insti­
tute only if that firm is a member of the SEC 
Practice Section.” At that meeting the Council, 
by a vote of 182 for and 16 against, authorized 
this mail ballot.
Council Discussion
During the October 1986 Council discussion, a 
number of points were made:
• The Anderson Committee recommended that 
the proposed bylaw affecting membership in 
the Institute apply to all AICPA members in a 
firm—employees as well as owners. The 
Council narrowed that standard so that the 
bylaw would apply only to those in a firm 
responsible for its management decisions— 
proprietors, partners, or shareholders. Thus, 
employees not responsible for decision-mak­
ing could retain membership in the Institute 
even though the firm’s principals decided not 
to participate.
• The definition of the term SEC client to which 
the SECPS membership requirement would 
apply was affirmed by Council to be the defini­
tion that it adopted in 1977 when the Division 
for CPA Firms was formed. Council rejected 
an attempt at its 1986 meeting to broaden the 
scope of the definition to include such publicly 
owned entities as banks and savings and loan 
associations which are regulated by other 
Federal agencies.
• Concern was expressed over the fact that 
firms with thirty or more SEC clients filing 
under Section 12 of the Securities Exchange 
Act of 1934, which are the larger firms, are 
automatically entitled to a seat on the SECPS 
Executive Committee. J. Michael Cook, then 
vice chairman of the Board of Directors, 
assured the Council that he would request 
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that the SECPS Executive Committee con­
sider these concerns in light of the proposal 
for required membership in the Section. At a 
meeting on December 5, 1986, the SECPS 
Executive Committee voted to recommend 
that Council modify the Section’s organiza­
tional document to remove the explicit provi­
sion that firms auditing thirty or more SEC cli­
ents filing under Section 12 of the Securities 
Exchange Act of 1934 be automatically enti­
tled to representation on the SECPS Execu­
tive Committee. The provision for election of 
members to the SECPS Executive Commit­
tee would read as follows:
Nominations for appointments of representatives 
of member firms to the executive committee 
shall be provided to the chairman of the AICPA 
by a nominating committee of the section. The 
section’s nominating committee shall be 
elected by the AICPA Council and consist of 
individuals drawn from seven of the member 
firms of the section. The nominations process 
shall give appropriate recognition to the focus 
of the section on practice before the Securities 
and Exchange Commission.
The Board of Directors has endorsed the rec­
ommendation and will present it to the Council 
at the next regularly scheduled meeting in 
May 1987.
• The Federal Government Executive Committee 
expressed its belief that adoption of the bylaw 
amendment would be seen as a positive step 
by Federal policymakers and by the public.
• In an unusual action, the governing Council 
also voted to recommend an affirmative vote 
by the membership on the proposal. That 
position was adopted by 146 in favor and 24 
against. Consequently, it is the view of the 
Council that the members should vote in favor 
of this proposal as submitted.
The arguments for and against the proposed 
change in the bylaws are on pages 11 through 14.
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PROPOSED AMENDMENT
2 Admission and Retention of 
Membership and Association
2.3 Requirement for Retention of 
Membership
A member engaged in the practice of public 
accounting as a proprietor, partner, or share­
holder of a firm auditing one or more SEC clients 
as defined by Council* may retain membership 
in the Institute only if that firm is a member of the 
SEC Practice Section.
* See following implementing resolution.
COUNCIL RESOLUTION TO 
IMPLEMENT BYLAWS
Under Section 2.3 Requirement for Reten­
tion of Membership
Resolved: That for purposes of Section 2.3, an 
SEC audit client is
• An issuer making an initial filing, including 
amendments, under the Securities Act of 
1933.
• An SEC registrant that files periodic reports 
(for example, Forms N-1R and 10-K) with the 
SEC under the Securities Exchange Act of 
1934 (except brokers or dealers registered 
only because of Section 15(a) of that Act) or 
the Investment Company Act of 1940.
The above resolution was adopted by Council on 
October 18, 1986, and approved for inclusion in 
this ballot. Prior to the vote, the Chairman made 
the following statement:
The Board’s intent in submitting this resolution is 
that only the types of entities required to file at the 
time the resolution is adopted would be consid­
ered to be an SEC client. In other words, assuming 
your favorable action, our records will show that 
the resolution was adopted today contingent on 
membership adoption of the new bylaws; that the 
measure would be today’s requirement as to the 
types of entities which must file under the securi­
ties laws; and that before any change could be 
made in the definition of its application in response 
to changes in the law or the SEC requirements, the 
matter would have to be brought before and acted 
on by this Council.
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ARGUMENTS FOR THE PROPOSAL 
EXPRESSED IN COUNCIL DISCUSSION
There is significant public interest in the auditing 
of the financial statements of SEC registrants. 
The membership should respond to that interest 
by requiring that those members who are propri­
etors, partners, or shareholders of firms with 
SEC clients subject their firms to peer review 
and other SECPS membership requirements.
Peer review has been shown to be effective in 
maintaining and improving the quality of prac­
tice. The SEC has reported to Congress that 
“the peer review process contributes signifi­
cantly to improving quality controls of members 
and thus should enhance the consistency and 
quality of practice before the Commission.” In 
March 1986, the General Accounting Office 
reported on its investigation into 150 governmen­
tal audits. Firms that have had a Division for CPA 
Firms peer review were far less often charged by 
the GAO with severe standards violations.
The peer review process is already in place and 
can easily absorb the demands that mandatory 
SECPS membership would put on it.
Relatively few of the 42,000 firms represented in 
AICPA membership would be affected since 
those auditing 85 percent of SEC registrants 
have already joined SECPS.
Observers of the profession, including the Public 
Oversight Board and the SEC, have cited as a 
major weakness in the Institute’s program of self­
regulation the fact that not all firms practicing 
before the SEC participate in the SECPS pro­
gram. It is preferable to bring them in by a mem­
bership requirement than to have the govern­
ment do so by law or regulation.
SECPS has been sensitive to the costs and 
other requirements of membership by providing 
relief to smaller firms with regard to requirements 
for partner rotation and concurring partner 
review for SEC clients and by establishing maxi­
mum membership dues of $100 for firms with 
less than five SEC clients.
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Adoption of the proposal would affirm the profes­
sion’s strong commitment to all reasonable 
means to upgrade the quality of audit services 
for publicly held companies.
The Division has proved effective because 1,700 
firms, representing about one half of all CPAs in 
public practice, participate in the program.
The benefits that firms receive from participating in 
the program far outweigh the costs assumed. 
These benefits include upgrading their practice, 
the opportunity to receive from other auditors an 
objective appraisal of the quality of their work, and 
the opportunity to demonstrate that they meet the 
quality control standards of the profession.
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ARGUMENTS AGAINST THE PROPOSAL 
EXPRESSED IN COUNCIL DISCUSSION
The effect of the new membership requirement 
would be to deprive some members of member­
ship in the Institute because their firms refused 
to join SECPS even though such members had 
not violated professional standards, been con­
victed of a crime, or failed to pay dues. They 
would thus lose their ability to participate as 
AICPA members in such valued programs as the 
life and professional liability insurance plans.
The cost of belonging to SECPS and the burden­
some documentation requirements outweigh the 
benefit to client or firm.
The Anderson Committee proposals should be 
dealt with as a unit and there is no need to deal 
with this proposal in advance of dealing with all 
the others.
There is no reason to believe that either Con­
gress or the SEC is focusing on the number 
of additional firms that would be brought into 
SECPS by this requirement or that adoption of 
this proposal would allay congressional or SEC 
concerns.
Although the definition of SEC client is clear, it is 
uncertain how many firms would be affected by 
the new bylaw and it should not be adopted until 
that uncertainty is resolved.
If firms that would be affected by the change 
decide not to join SECPS and must leave the 
Institute, the organization would be weakened by 
not having them in its ranks, and they would still 
be permitted to practice before the SEC. More­
over, that result would be divisive and would vio­
late the Institute’s purpose, as set forth in the 
bylaws, of uniting certified public accountants in 
the United States.
The Division for CPA Firms is a failure because 
the great majority of firms have elected not to 
join.
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It has not been demonstrated that membership 
in SECPS equates with quality; many firms not in 
the Division maintain high quality.
The bylaw might be appropriate if the Institute 
were an organization of firms, but it is not appro­
priate for a membership organization made up of 
individuals.
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